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PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

ANNUAL REPORT OF THE BOARD OF TRUSTEES
For the 79th Year Ended August 31, 1974

A SUMMARY OF THE YEAR'S OPERATIONS
This report is submitted in fulfillment of the Board's responsibility to publicize

fully, for the information of the participants and the general public, all pertinent

data bearing upon the operations of the Public School Teachers' Pension and
Retirement Fund of Chicago and its activities. It embodies all significant facts
relating to its operations. The report covers the operations of the Fund for the
fiscal year ended August 31, 1974 constituting its 79th year of existence.

The financial and statistical information presented herein was provided by audited
reports, extensive compilations by the office staff of the Fund of financial and

statistical data for the year and comprehensive analyses by the actuary of
operating results. As has been the practice in former years, the annual report
has been prepared in two parts. Part 1 is represented by this publication which
summarizes the results of the year's operating experience. Part 2 is presented

as a separate publication and consists of a large amount of current and cumulative statistical data on contributors and pensioners which are of value in an
interpretation of basic operating trends over the years,

GENERAL SUMMARY
Revenues from the three major sources of income-member contributions, employer contributions and investment income-continued in an upward trend. The

upward trend in reserves during the year and the increase in the proportion of
assets represented by employer contributions is an indication of progress in the
operation of a retirement fund.

Net revenues, however, being the excess of total

revenues over the expenditures, increased only fractionally during the year, the

increase being about 1.8%. An increase also occurred in the unfunded accrued
liability, as actuarially determined. This was due principally to (a) the inadequacy

of current public revenues and (b) the interest accrual during the year on the
unfunded accrued liability.
Notwithstanding the current adverse economic trends, the results of investment
operations have been satisfactory. Revenues from this source showed a satisfactory increase during the year. This was due to the acquisition of corporate

bonds at prevailing high interest rates, and to some extent to the continued
practice of converting at advantageous terms low yielding corporate bonds acquired in prior years into similar bonds bearing higher rates of income of equal
or better quality rating. As a result, the average rate of return on bonds at the

close of the year was 7.48% compared to 7.07% at the end of the preceding
fiscal year.

FINANCIAL REVIEW
Net assets of the Fund at the close of the year totalled $356.838,129.

J~
~~~

contribution credits amounted to $187,542,626.

assets to the total contribution credits of the teachers was 190.3%.

has remained substantially the same during the past several years.

1

Teachers'

It is noted that the ratio of net
This ratio

Revenues from all sources totalled $101,019,174 compared to $95,590,380 for the
preceding fiscal period. Expenditures for annuities, benefits, refunds and administration totalled $57,199,543. Net revenues amounted to $43,819,631 cornpared to $43,058,273 a year ago. The small increase in net revenues was due to
the larger payouts by the Fund at a greater rate than the increase in revenues

for the year.

THE PENSION ROLL
Reflecting the basic trend, the pension roll has steadily increased over the years.
The increase occurred in both the number of pensioners and in total pension
payments. Illustrative of this trend is the increase in the total number of

service retirements as shown in the accompanying report of the actuary.

The number of disability retirement pensioners has shown little change during
recent years. The experience of the Fund over the years has been decidedly

favorable in this area of operations,

Survivors' benefit payments continue to increase both in the number of beneficiaries and the annual payments. This is in accord with the basic trend.

The ratio of the number of service retirement and disability pensioners to the
total number of contributors at the close of the year was 24.9%. This compares

with 24.7% a year ago. According to the actuary's estimate, the pension roll,
as a proportion of the total membership of the Fund, should eventually attain a

considerably higher level.

RESULTS OF INVESTMENT OPERATIONS
Investment income constitutes one of the three major sources of revenue for
meeting the Fund's obligations. Making the investable assets as productive as
possible is one of the Principal functions imposed by law on the Board of
Trustees. The Board has endeavored over the years to maintain a progressive
policy in this area of its management responsibilities. The prescribed investment

authority as embodied in the pension law conforms to that recommended by the
Illinois Public Employees Pension Laws Commission. It is reasonably broad to
meet realistically the requirements of the Fund as a public agency. The following
is a brief summary of the investments held by the Fund at the close of the year:
Amortized Cost
Type of Security

of Bonds and Cost

Per Cent

Average

of Stocks

of Total

Yield

Bonds -

U. S. Government and
Government Agency

securities
Bank Capital Notes
Canadian Government,
Municipal and Provincial

securities

$

3,474,348
1,758,554

1.07%
0.54

7.72%
6.72

8.24

Corporate Bonds
Miscellaneous Obligations

11,966,491
195,326,037
6,067,915

3.70
60.38
1.88

7.44
7.14

Stocks -Common and Preferred Stock

79,821,625

24.68

3.47

Short-Term Securities Commercial Paper

25,082,091

7.75

Total Investments

Note:

$323,497,061

100.00%

10.11
Composite
6.84%

Yield on bonds reflects the actuarial method; yield on stock is based upon
dividends for the year ended December 31, 1973; yield on short-term

securities is the actual income on an annual basis.
2

Equity investments, consisting exclusively of common stocks of domestic corpora-

tions, increased during the year, as a proportion of the total investment account,
'

from 21.8% to 24.68%. Additional purchases of common stocks within the limitalions of the law are being made by the Board upon recommendation of the investment counsel. The market value of the common stocks at August 31, 1974

was $53,252,761 compared to their cost of $79,821,625.

An investment counsel is employed by the Board for advice in the selection of

suitable securities for investment under the prescribed investment authority. The
functions of the investment counsel are advisory and not discretionary. The final

judgment on any investment in this area of management still rests with the Board

·

of Trustees.

BOND CONVERSIONS
2

the
In accordance with a long established policy, the Board has continued

practice of converting low rate fixed income bonds into bonds bearing a higher
rate of investment return to the decided benefit of the Fund.

This process of

t
conversion is accomplished with the guidance and advice of the investmen
counsel.

In this process of conversion, the bonds disposed of are generally

renlaced by bonds of equal or better quality at improved rates of income for the
long term.
Conversions of bonds made during the year amounted to $54,630,000 at par value.
within a
A principal loss of $4,913,402 was incurred which is to be recovered

relatively short time in future years through the increased income to be realized
on the new investments.

LEGISLATION
and additional
Legislation enacted during the 1974 fiscal year affecting the Fund

proposals presently under consideration are summarized as follows:

nts to the
At the 1974 session of the General Assembly, the following amendme

law were enacted:
1.

Senate Bill
Conforming to the Equal Rights Act of the federal government,
Commission
576 sponsored by the Illinois Public Employees Pension Laws

equal
revised the survivors' annuity provisions of the pension law to provide
survivors'

benefits to both

male and female contributors.

Prior to this

legislation, only male contributors were covered by survivors' pensions.

to the Fund
In this revision, the rate of contributions for all contributors

was changed to 8% of salary effective October 1, 1974.

2.

Fund.
Two additional bills were enacted relating to appropriations to the
Senate Bill 1324 provided a current appropriation to the Fund amounting
liabilities.
to $34,464,600 which was below Fund requirements for current
for
Senate Bill 1281 appropriated $250,000 for supplemental payments

minimum pensions to certain teachers in receipt of pensions.

The following changes in the pension law were approved by the Board of Trustees
Pension
and were authorized for recommendation to the Illinois Public Employees
and
Laws Commission with appropriate explanations regarding their objectives

costs:
1. Revise the method of computing the amount of the tax levy to be provided
each year for the Fund's requirements by relating the tax levy to the amount

of employee contributions, thus giving effect to the principle of current
budgeting of the pension cost as consistently recommended by the Pension

Laws Commission. By this method a parity may be maintained at all times
between current employees' salaries and the annual tax levy for the Fund

thus assuring reasonable and adequate revenues for meeting the accruing
pension cost.

2. Increase the 2% annual increment on pensions by having it tied to the
Consumer's Price Index.

3

3.

Increase pensions to survivors by lifting the maximum amount from $260 to

$300 per month for a spouse with no surviving minor children and increasing
the annuity from $440 to $500 per month for a spouse with minor children,
4.

Extend to survivors' pensions the automatic increase in pensions for both

current and future beneficiaries under the same conditions and limitations
that are applicable to retirement annuitants.
5.

Reduce the average rate of salary from 4 to 3 years of the highest consecu-

tive years of validated service within the last 10 years.

6. Increase the maximum limit for the investment in common stocks from
331/3% to 40% of total book value of the investment account.
These six proposals constitute the legislative program of the Board of Trustees

for the 1975 legislative session.

In addition the Board resolved to assist the Retired Teachers Association of

Chicago in presenting an amendment to the law to increase the minimum amount

of pension payable to the retired teachers from $50 for each year of validated
service to $100 for each year of validated service, not to exceed 45 years of
service.

CONCLUDING COMMENT
This report covers principally the several important aspects of the Fund's opera-

tions during the fiscal year under review. The facts presented herein are for the
information of the contributors of the Fund, the officials of the Chicago Board of
Education and others interested in the Fund's progress.

The trustees again record hereby their concern regarding the inadequate funding
of the accruing liabilities of the Fund. Their efforts will continue to be directed
towards greatly increased revenues from the State of Illinois in keeping with

statutory requirements for the established benefit obligations.

~

Acknowledgement is hereby made of the loyal and dedicated efforts of the administrative staff headed by Edna C. Hickey, Executive Secretary, and of the
service and cooperation of the officials and employees of the Chicago Board of
Education. Their combined efforts have contributed materially to the high

standards of efficiency attained in the management and administration of the

Fund.

JOHN N. RYAN
President, Board of Trustees
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A. A. WEINBERG
Actuary

REPORT OF THE ACTUARY
On an Actuarial Valuation of the Fund as of August 31, 1974
and
A report on an actuarial valuation of the Public School Teachers' Pension
Retirement Fund of Chicago completed as of August 31, 1974 is presented here-

with.

An actuarial valuation of a retirement fund is undertaken primarily to establish

the liabilities and reserve requirements for the accrued and prospective pension
credits under the prescribed benefit schedule.

APPLICABLE FACTORS
analysis of
An actuarial valuation of a retirement fund is basically a statistical

data reflecting the mortality and service experience on the active and retired

(2) the separamembership. The data includes (1) the additions to membership,

tions from service due to resignation or dismissal without right to a retirement
annuity, (3) a determination of the members who may be expected to survive at
service
retirement and qualify for retirement, (4) statistics on the members whose
may terminate due to death, (5) data with respect to the members who may become
disabled before attaining retirement age, and (6) the mortality expectancy among
retired members and beneficiaries.
The
All of the foregoing data enters into the calculations of costs and liabilities.

results of this analysis were considered in the formulation of contribution rate
schedules that will produce reserves sufficient to meet the ultimate pension and
benefit payouts to those employees and beneficiaries who qualify as beneficiaries.
A calculation is made of the liabilities incurred for the several benefit obligations.
of the
The reserves required to meet these accrued liabilities for the lifetime
t and
members are determined. The factors of mortality, turnover in employmen

interest earnings are prominent in this procedure. Other factors are considered

in the actuarial process, including the rates of salary and their progression until
retirement of the members, disability claims and the ages at which members may
be expected to retire.

METHOD APPLIED IN VALUATION
valuation was made according to the entry-age-normal-cost method of
financing. This method requires the computation of a level amount of cost from

The

the ages at which members entered service to the ages assumed for their retirement.

The accumulated value of these amounts accruing prior to the date of
This accrued liability is reduced

valuation constitutes the total accrued liability.

by the accumulated net assets at the date of valuation.

The annual requirements of the Fund, therefore, consist of (1) the normal cost,

plus (2) the interest accrual on the unfunded accrued liability. Death benefits were

valued according to a one-year term method similar to that normally used in
group life insurance.

The annual cost established for annuity liabilities is ex-

pected to cover the actuarial value of pension credits earned by the members
during the year plus the cost of the aforesaid ancillary benefits.

5

"all~.*

BASIS OF VALUATION
Based upon the existing provisions of the retirement plan and the stated assump-

tions with respect to appropriate actuarial functions, the cost of financing the
Fund in accordance with accruing requirements is as follows:

Annual Amount
1.

Actuariai reserve requirements

for accrued liabilities-

$1,083,917,119

Less, net present assets

356,838,129

Unfunded Accrued Liability

$ 727,078,990
Per Cent of
Budgeted
Payroll

Annual Amount

2. Annual requirements from the employer

to finance his share of total costNormal cost
Accrued liability (interest on the

12.7%

unfunded liability at 5%)

$

8.1

TOTAL FUNDED COST

20.8%

56,817,043

36,353,950

$

93,170,993

A retirement fund represents a long term commitment with a steady upward trend
in payments. The fund experiences a small outlay during its early years but the

expenditures increase steadily until considerably higher levels of payments are
reached as the fund expands its operations.

An actuarial valuation is made for

the purpose of computing the liabilities under the prescribed benefit schedule
and ascertaining if these liabilities will be met by the revenues under the established method of financing.
A valuation balance sheet as of August 31, 1974. embodying the results of the
Computation of reserves and liabilities, is presented in the following pages. The
Procedure followed in the preparation of this statement is similar to that used by
accountants in the preparation of a financial balance sheet. It includes, in

addition to the present assets and current liabilities, the actuary's evaluation of
the accrued and prospective liabilities, and the prospective assets.

CONCLUDING COMMENT
Substantially larger revenues are required to meet the accrued and accruing
liabilities under the established benefit schedule. Investment income is producing
increasingly larger revenues. Greater allocations by the State of Illinois may be in

Prospect which should help materially in the attainment of an improved funded

status.

The ratio of net present assets to accrued liabilities representing the extent of
coverage of the liabilities by net present assets at August 31, 1974, was 33,0%.
Full funding of the accruing liabilities of the Fund, however, is not the objective.
A measure of funding recommended by the Illinois Public Employees Pension
Laws Commission, as a minimum standard, would result in the accumulation of a

reserve at least equal to the sum of (a) the accumulated teachers' contribution
credits, and (b) the actuarial value of the pensions entered upon,

This should

bring about a reserve approximating 60% of the accrued liabilities which would
be acceptable as representing a condition of relative financial stability and
security for a public pension fund.
Management and administrative policies and procedures in force reflect a con-

scientious and constructive approach to all problems arising in the operations of

the Fund wjth the efforts of the Board and the administrative staff constantly
directed towards the fulfillment of the stated objectives of the Fund as an

adjunct of a progressive personnel policy for the Chicago Board of Education.

6

f

,

CERTIFICATION
The accompanying Valuation Balance Sheet presents the assets, accrued liabilities
and reserves of the Fund as of August 31, 1974. Present assets and current
liabilities embodied in this statement were taken from the audit report of Peat,
Marwick, Mitchell & Co., Certified Public Accountants, covering an audit and
examination of the books and accounts of the Fund for the 1974 fiscal year.
in our opinion, this Valuation Balance Sheet appended hereto correctly presents
the condition of the Public School Teachers' Pension and Retirement Fund of
Chicago at August 31, 1974, giving effect to the accrued liabilities and actuarial

reserve requirements for the several pension and benefit obligations under the
applicable law in force at such date.
A. A. WEINBERG
Actuary
December 31, 1974

1
,
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VALUATION BALANCE SHEET
Statement of Assets, Liabilities and Reserves
August 31, 1974

Assets
PRESENT ASSETS:
Cash and Temporary Investments

$

25,147,391

Accounts Receivable-

Tax Levies

$ 35,669,873

Chicago Board of Education

2,952,020

Employer contributions-

Federal programs

566,479

Other

271,757

Accrued Interest on Bonds

39,460,129

4,660,956

Investment in Bonds (Amortized Book Value)

218,593,345

Common Stocks at Cost (Market $53,252,761)

79,821,625

PROSPECTIVE ASSETS:
Contributions for Future Service-

$181,122,684

From teachers
From the public

302,599,607

483,722,291

. *44.
DEFERRED ASSETS:
Deferred obligations of the employer-

Unfunded accrued pension credits

727,078,990

Total Assets

$ 1,578,484,727

8

VALUATION BALANCE SHEET

Statement of Assets, Liabilities and Reserves

August 31, 1974

Liabilitiesand

Reserves

CURRENT LIABILITIES:
$

Refunds, pensions and other accounts payable

3,125,189

7,720,128

Deferred income-tax levy

OPERATING RESERVES:

i

51,209,475

Post-retirement annual increase in pensions

ACTUARIAL RESERVE REQUIREMENTS:

Members' Contribution CreditsFor prospective retirement, disability and

survivors' pensions

'

$120,820,729
66,721,897

For future refunds and death benefits

187,542,626

Employer's ContributionsFor prospective retirement, disability and

survivors' pensions on account of active
teachers

'

Less, applicable members' contribution

credits

$487,188,113
120,820,729

366,367,384

Pensions in Force and Deferred$458,753,838

Retirement pensions

5,568,792

Disability pensions
r

13,341,363

Survivors' pensions
Reversionary pensions

242,520

Deferred pensions

891,121

478,797,634

FUTURE SERVICE LIABILITY:
483,722,291

Present value of future pension credits

Total Liabilities and Reserves

Note:
,

$ 1,578,484,727

A supplementary pension payment is provided for certain retired teachers.
Since it pertains to a closed group of teachers and is financed by a special
State appropriation, the liability therefor is not included in this balance

sheet.
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NOTES TO STATEMENT OF ASSETS, LIABILITIES

AND RESERVES
The following statement is presented in explanation of the several items comprising
the assets, liabilities and reserves of the Fund to facilitate an understanding of the

function and meaning of these items:
Present Assets comprise the assets on hand as shown in the report of audit of
Peat, Marwick, Mitchell & Co.
Prospective Assets represent the respective obligations of the teachers and the
employer for service to be rendered subsequent to the date of valuation. These

consist of actuarially computed amounts which give effect to the factors of mortality, interest and turnover as well as others that enter into the computation of the
Present value of pensions and benefits for future service.
Deferred Assets constitute the accrued and unpaid indebtedness of the employer

on account of service rendered prior to the balance sheet date. This obligation

is to be discharged by future revenues.
Current Liabilities constitute the several accrued accounts at the close of the year

for benefit payments and refunds, and the income deferred to the succeeding
fiscal year.
,

Operating Reserves represent the accumulated amounts that are required to meet

the annual post-retirement increment in retirement pensions in future years.
Members' Contribution Credits represent the total amounts contributed by the

teacher-members in active service towards their pension benefits, including the
Contributions by teachers who have left service and have retained their pension
credits in the Fund.

Employer's Contributions represent the amount due from the employer to meet the

employer's share of the cost of pensions earned by the teachers jn service and
benefits to survivors on account of service rendered prior to the valuation date.
Pensions in Force and Deferred constitute the amount necessary to pay pensions

and benefits to present pensioners and beneficiaries during their future lifetime

as the same were in force at the valuation date.
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PEAT, MARWICK, MITCHELL & CO.
Certified Public Accountants

222 South Riverside Plaza
Chicago, Illinois 60606

ACCOUNTANTS' REPORT
on the
Public School Teachers' Pension and Retirement Fund of Chicago

The Board of Trustees

Public School Teachers' Pension and
Retirement Fund of Chicago:
We have examined the balance sheets of Public School Teachers' Pension and
Retirement Fund of Chicago as of August 31, 1974 and 1973 and the related

statements of revenue, expenditures, reserve provisions, and deficit for the years
then ended.

Our examination was made in accordance with generally accepted

auditing standards, and accordingly included such tests of the accounting records
and such other auditing procedures as we considered necessary in the circumstances.

The reserves for actuarial liabilities aggregating $1.032.707.644 at August 31, 1974
and $950,164,612 at August 31, 1973 are presented in accordance with a report
certified by the consulting actuary of the Fund.

In our opinion, relying on a certification from the consulting actuary as to the

reserves for actuarial liabilities, the aforementioned balance sheets and statements
of revenue, expenditures, reserve provisions, and deficit present fairly the financial

position of Public School Teachers' Pension and Retirement Fund of Chicago at
August 31, 1974 and 1973 and the transactions of the Fund for the years then

ended, in conformity with generally accepted accounting principles applied on a

consistent basis. The supplementary data included in Schedules 1 through 3 have

been subjected to the same auditing procedures and, in our opinion, are stated
fairly in all material respects when considered in conjunction with the basic financial statements taken as a whole.
PEAT, MARWICK, MITCHELL & CO.

October 18, 1974
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PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

BALANCE SHEETS
August 31, 1974 and 1973

Assets
1974

1973

Cash and temporary investments:

Cash

$

65,300

54,938

25,082,091

32,910,405

Total cash and temporary investments

25,147,391

32,965,343

Taxes, net of reserve for loss and costs (note 2)

35,669,873

28,310,337

11,058

12,700

2,952,020

2,322,216

566,479

301,912

4,660,956

4,199,701

250,000

280,000

Temporary investments, at cost

~

Receivables:
~

Participating teachers' accounts for deficiencies

in contributions (note 6)

Board of Education, City of Chicago:
Portion of State Distributive Fund allocation
and salary deductions due at August 31
Employer contributions for Federally subsi-

dized teaching programs

Accrued interest on investments

State
of Illinois
appropriation for Retired
Teachers
' Supplementary Payment Fund
Security sales

1

513,585

Other

Total receivables

10,699

26,826

44,121,085

35,967,277

218,593,345

197,311,779

79,821,625

55,088,695

298,414,970

252,400,474

$367,683,446

321,333,094

Investments:
Bonds, at amortized cost (approximate market

value $172,000,000 at August 31, 1974 and
$175,000,000 at August 31,1973)

Common and preferred stocks, at cost

(approximate market value $53,000,000 at

August 31, 1974 and $50,000,000 at August
31, 1973)
Total investments

See accompanying notes to financial statements.
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PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

BALANCE SHEETS
August 31, 1974 and 1973
Liabilities
1973

1974

Accrued benefits and refunds payable:
202,008

224,359

3,710

194,303

Resignations

95,482

219,651

Deaths

28,211

31,405

Other

18,606

15,360

Death benefits payable

99,861

42,261

Unclaimed pension and refund checks

32,633

40,101

480,511

767,440

2,643,719

275,376

959

2,280

7,512,128

7,036,500

$

Pensions payable

Actuarial equivalent payable-reciprocal

retirements
Refunds payable to:

Total accrued benefits and

refunds payable
Accounts payable:

Security purchases
Other
Deferred income:
Four-twelfths of the net tax levy for 1974 and
1973

Ten-twelfths of appropriation from State of
Illinois for retired teachers' supplementary

payments

208,000

233,000

7,720,128

7,269,500

Reserves:
For actuarial liabilities:

Pensions in force and deferred

478,797,634'

430,438,672

Members' contributions

187,542,626'«

169,266,150

Employer's contributions

Total actuarial liabilities (note 3)

I 366,367,384

350,459,790

' 1,032,707,644

950,164,612

29,540,884

27,453,389

For automatic annual increases in pensions

(note 4)

For post-retirement increases in pensions

(note 5)
Total reserves

21,668,591

14,200,589

1,083,917,119

991,818,590

(727,078,990)

Deficit (note 3)

$ 367,683,446

See accompanying notes to financial statements.
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(678,800,092)

321,333,094
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PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

STATEMENTS OF REVENUE, EXPENDITURES,

RESERVE PROVISIONS, AND DEFICIT
Years ended August 31, 1974 and 1973
1974

1973

$ 25,464,496

22,834,488

Revenue:
Tax levies (note 2)

Less reserve for loss and costs

3,405,739

2,603,289

22,058,757

20,231,199

Collections of taxes from tax levies previously

written off (note 2)

17,044

Adjustment of prior year's tax levies (note 2)
Total tax revenue

(559,715)

67,255
(388,409)

21,516,086

19,910,045

28,765,438

27,498,681

2,059,269

1,966,645

Contributions by participating employees:
Salary deductions for regular and survivor

pensions

Salary deductions for automatic annual
increases in pensions (note 4)
Collections from teachers validating their
creditable service (note 6)
Total employees' contributions

Appropriation from State of Illinois for Retired
Teachers' Supplementary Payment Fund
(note 7)
State Distributive Fund allocation (note 8)
Actuarial equivalent payments on reciprocal

retirements, received from participating
systems

660,598

431,024

31,485,305

29,896,350

275,000

297,000

28,073,789

26,527,109

85,001

334,340

3,248,027

3,541,205

18,700,692

15,204,859

Employer contributions for Federally subsidized

teaching programs

Earnings on investments:

Interest, including amortization of bond

premium and discount ($1,165,409,1974;

$1,058,555,1973)

Dividends
Loss on sale of securities

Less investment counsel expense

Miscellaneous

Total revenue, carried forward
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2,282,462

1,718,978

(4,608,819)

(1,805,349)

16,374,335

15,118,488

40,965

36,045

16,333,370

15,082,443

2,596

1,888

$101,019,174

95,590,380

)
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PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

STATEMENTS OF REVENUE, EXPENDITURES,
RESERVE PROVISIONS , AND DEFICIT, Continued
Years ended August 31, 1974 and 1973
Total revenue, brought forward

1974

1973

$101,019,174

95,590,380

46,405,663

42,835,914

Expenditures:
Pensions (excluding payments for automatic

annual increases, post-retirement increases,
and retired teachers' supplementary
payments)
Automatic annual increases

3,160,876

2,528,301

Post-retirement increases

1,339,002

1,390,234

Retired teachers' supplementary payments

Total pension benefits

245,961

269,184

51,151,502

47,023,633

3,959,767
669,483
11,995
73,287
2,325

3,736,533
621,622
16,693
35,999
2,972

4,716,857

4,413,819

415,858
456,286

402,454
297,000

872,144

699,454

Refunds of members' contributions due to:

Resignations
Deaths
Excess contributions
Retirement-no eligible survivor

Other
Total refunds of members'

contributions
Death benefits:
Heirs of participating teachers
Heirs of annuitants
Total death benefits

459,040

395,201

57,199,543

52,532,107

43,819,631

43,058,273

2,087,495

2,101,514

7,468,002

4,924,422

For actuarial liabilities (note 3):
Pensions in force and deferred
Members' contributions
Employer's contributions

48,358,962
18,276,476
15,907,594

86,775,449
4,931,136
50,405,109

Total reserve provisions

92,098.529

149,137,630

Deficit for the year

48,278,898

106,079,357

678,800,092

572,720,735

$727,078,990

678,800,092

Administrative expenses (Schedule 3)
Total expenditures
Excess of revenue over expenditures

-to be used to meet reserve
provisions
Reserve provisions:

For automatic annual increases in pensions

(note 4)
For post-retirement increases in pensions

(note 5)

Deficit at beginning of year

Deficit at end of year
See accompanying notes to financial statements.
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PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

NOTES TO FINANCIAL STATEMENTS
August 31, 1974 and 1973 ,

(1) Significant Accounting Policies
Administration of Fund
The Public School Teachers' Pension and Retirement Fund of Chicago is
administered in accordance with Chapter 1081/2, Article 17 of the Illinois
Revised Statutes. References to this Article are ihcluded in notes describing Fund activities that are accountable or otherwise restricted by statute.

Method of Reporting
The financial statements of the Public School Teachers' Pension and Retirement Fund have been prepared on the accrual basis of accounting whereas
the Fund follows the cash basis for its interim financial reporting.

Furniture, Fixtures, and Office Equipment
Furniture, fixtures, and office equipment are not capitalized in accordance

with an established practice of the Fund.

(2) Tax Levies, Receivables, and Revenue
Taxes are levied on a calendar year basis. Tax revenue of the Fund is rec-

ognized as follows:
Year ended August 31
1974

1973

$26,202,710

23,988,067

Eight-twelfths earned in current fiscal year

17,468,473

15,992,044

Four-twelfths deferred from prior fiscal year

7,996,023

6,842,444

$25,464,496

22,834,488

Calendar year levy

Tax levies

Tax levies receivable prior to 1972 (1971 for fiscal year ended August 31, 1973)

have been written off as uncollectible.

These write-offs represent the re-

ceivable balance uncollected in excess of the original allowance provided
for loss and costs.

(3) Reserves for Actuarial Liabilities
The reserves for actuarial liabilities are based on an annual valuation submitted by the Fund's consulting actuary. The annual actuarial valuation

establishes the reserves required for various statutory liabilities which arise
from pension benefit schedules that are part of the current Pension Code

legislation.
During the years ended August 31, 1974 and 1973 the Fund's actuary has

determined that an increase in actuarial reserves of $82,543,032 and
$142,111,694,

respectively,

is required.

The

actuaria!

reserve

increase,

together with the required statutory increase in the automatic annual increase and post-retirement increase reserves (see notes 4 and 5), has
resulted in increased Fund deficits of $48,278,898 and $106,079,357 for
the years ended August 31, 1974 and 1973, respectively.

(4) Automatic Annual Increases
Article 17, Section 130 of the Illinois Revised Statutes provides for an auto-

matic annual increase to pensioners at the rate of 2% of original retire-
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PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

NOTES TO FINANCIAL STATEMENTS, Continued
ment pension to all teachers who meet the qualifying conditions specified

in this section. The future costs incurred are defrayed by additional deductions from teachers' salaries of 1/2 of 1% of each salary payment. In addilion, Article 17, Section 153 provides that contributions from teachers for
these benefits will be matched from other revenues of the Fund. The con-

tributions and the matching revenues are credited to the automatic annual
increase reserve and payments for automatic annual increases are charged

to this reserve. Interest on the average balance of the reserve is credited
to the reserve at the rate used for computing the Fund's liabilities and
reserves. For the years ended August 31, 1974 and 1973 this interest rate

has been set by the Fund's actuary at 5%.

(5) Post-Retirement Increases
Article 17, Section 156.1 of the Illinois Revised Statutes provides for postretirement increases in pensions to teachers who retired prior to September

1, 1959 and who met certain qualifying conditions specified in this section.

The future costs of these increases have been defrayed by a one-time

deduction from the qualifying pensioners and are supported by excess investment interest above 4% per year as applied to the average securities

portfolio for the year. The post-retirement increase reserve is credited for
excess investment interest earned ($8,807,004 at August 31, 1974 and
$6,314,544 at August 31. 1973) and charged for post-retirement increases

paid during the year.

(6) Validation of Creditable Service
Article 17, Sections 133 through 135 of the Illinois Revised Statutes provides

that qualifying teachers shall be granted creditable service with the option
to validate the service by payment of contributions for the period of credit-

able service plus interest at 4% per annum. Effective September 1, 1974,

the interest rate to be charged will be 5% per annum compounded annually.
Of the total amounts collected, $219,019 in fiscal 1974 and $125,064 in

fiscal 1973 represent the interest portion of collections from teachers
validating their creditable service. The contingent receivable of $1,182,171
at August 31, 1974 and $1,368,413 at August 31, 1973 is not reflected in

the accompanying financial statements because the portion which will
eventually be collected is not presently determinable. For similar reasons,

the reserves for actuarial liabilities in the accompanying financial statements do not reflect a provision for the future validation of creditable
service,

The contingent liability resulting from the future validation of

creditable service should be in excess of the contingent receivable arising
from that source.

(7) Retired Teachers' Supplementary Payment Fund
The State of Illinois annually appropriates funds for the purpose of making

supplementary payments for service and disability pensions to certain retired teachers who met conditions prescribed when the Retired Teachers'
Supplementary Payment Fund was established.

(8) State Distributive Fund Allocation
Chapter 122, Article 34, Section 87 of the Illinois Revised Statutes provides
that the Board of Education is required to pay to the Public School
Teachers' Pension and Retirement Fund the excess of the sum received
from the State Distributive Fund over the amount required to meet emeritus

pay obligations.
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PUBLIC SCHOOL TEACHERS' PENSION AND RETIREMENT FUND OF CHICAGO

TAXES RECEIVABLE

Schedule 1

August 31, 1974
Per cent of

Levy

Gross

levy

Uncollected
balance

1972

$20,529,379

$ 3,021,935

1973

23,988,067

15,045,059

year

1974

gross levy
uncollected
14.72%

Reserve

Uncollected

balance

for loss

less

and costs

reserve

$2,052,938

968,997

62.72

2,878,568

12,166,491

44,517,446

18,066,994

40.58

4,931,506

13,135,488

26,202,710

26,202,710

100.00

3,668,325

22,534,385

8,599,831

35,669,873

$44,269,704

INVESTMENTS

'

Schedule 2

August 31, 1974
Per cent

Amortized
cost

Description

Original
cost(a)

Par value

3,474,348

3,477,303

3,512,178

11,966,492

11,795,480

13,055,000

of total
Aver.
amortized yield
cost

Bonds:
United States
Government and
Government agency

securities
Canadian provincial and
municipal bonds

$

1.16%

6.75

4.01

8.53
8.50

Railroad equipment trust

certificates
Public utility bonds

Industrial bonds

Miscellaneous obligations

9,735,406

9,711,500

9,949,645

3.26

78,238,392

77,210,312

90,001,000

26.22

6.52

107 , 352 , 239

105 , 548 , 878

117 , 070 , 922

35 . 98

7 .75

2.62

7.18

7,826,468

7,746,152

8,500,000

218,593,345

215,489,625

242,088,745

-.-~

Total bonds

Common and preferred stocks

Total investments

79,821,625(a)

$298,414,970

73.25

7.32

26.75

3.53

100.00%

Temporary investments

$25,082,091

25,600,000

10.11

The securities owned by the Fund and held in safekeeping by the Treasurer of the City of
Chicago at August 31, 1974 were inspected on a test basis (random selection) by the
auditors. Prior to inspecting the securities the auditors reviewed the filing and control
procedures followed at the Treasurer's office for the securities held in safekeeping. The

inspection included 46% of the cost of stocks owned at August 31, 1974 and approximatelY

22% of the par value of bonds owned at that date. No discrepancies resulted, Confirmation
was obtained by the auditors for securities in transit at August 31, 1974. Purchases and

sales of investments during the year were also tested by the auditors by examination of

brokers' advices. In addition to the confirmation and test inspections performed by our
auditors, the City Treasurer has a separate audit conducted annually of all securities in his

safekeeping, which provides an additional measure of protection of fund investments.
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Schedule 3

ADMINISTRATIVE EXPENSES
Years ended August 31, 1974 and 1973
1974

L

Salaries

L
1
,

Duplicating unit charge
Election expense
Employees' hospitalization expense
Insurance premiums
Legislative expense

$ 258,903
1,008

Maintenance of equipment

,~
~

Membership dues, convention attendance, etc.
Office forms and supplies
New office equipment and equipment rental
Office rent and light

Postage

~

Printing and bindin
Professional services
Data processing expense

Telephone
Trustees' expenses
Microfilm system expense
Miscellaneous

2,802
14,104
368
75
2,407
5,736
5,095
4,728
21,326
14,099
19,393
44,675
56,619
3,424
560
1,257
2,461
$ 459,040

_ Ir

19

1973

242,125
929
2,965
11,520

380
700
3,614
2,300
8,249
3,084
21,266
11,543
11,914
27,880

39,799
3,154
500
1,240
2,039

395,201

1

20
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STATISTICAL DATA
The statistics forming the basis of this report were compiled and tabulated by the
administrative staff of the Fund and supplied to us in excellent form. Detailed

tables of statistics were prepared reflecting the age, service and other characteristics of the contributors and pensioners. These are presented in a separate
publication. A summary of the data represented by these tables as used in this

valuation is as follows:

Contributors
Number

Male

Female

9,337

22,206
70.4%
$306,733,416
$13,813

29.6%
$140,644,878
$15,063

Proportion of total number
Annual salaries
Average salary
Average age at August 31,1974

37.9 yrs.
9.4 yrs.

37.6 yrs.

Average length of validated service

New Contributors During Year

Male

Female

653
23.2%

Number
Proportion of total number

Average age at entry of regular teachers
Average age at entry of substitute teachers

Deceased Contributors During Year
Number
Proportion of total number
Average age at death

Full Service Retirement Pensions
Number
Proportion of total number
Aggregate annual payments
Average annual payment
Average age at August 31: 1974
Average age at retirement
Average length of service

Reduced Service Retirement Pensions

Number
Aggregate annual payments
Average annual payment
Average age at August 31,1974

Disability Pensions
Number

Proportion of total number
Aggregate annual payments
Average annual payment
Average age at August 31, 1974

Average age at retirement
Average length of service

23

2,162

27.1 yrs.

76.8%
26.8 yrs.

27.8 yrs

27.3 yrs.

Male
18

Female
49

26.9%

73.1 %

48.2 yrs.

45.0 yrs.

Male

Female

1,094
14.4%
$7,857,330
$7,182

6,472
85.6%
$40,047,394
$6,187

72.7 yrs.
35.0 yrs.

73.2 yrs.
62.0 yrs.
35.6 yrs.

Male

Female

62.7 yrs.

Under Reversionary Option

8.6 yrs.

17

64

$208,877
$12,286

$461,547
$7,211

68.1 yrs.

71.6 yrs.

Male

Female

34

173

16.4%
$113,227
$3,330

83.6%
$489,105
$2,827

65.9 yrs.
49.4 yrs.

66.9 yrs.
49.5 yrs.

21.7 yrs.

22.9 yrs.

Service Pensioners Added to the
Roll During Year Ended
August 31 , 1974
Number
Proportion of total number
Aggregate annual pensions
Average annual pension
Average age at retirement
Average length of service
Ratio of outside service to total service

Disability Pensioners Added to
the Roll During Year Ended
August 31 , 1974

Number
Aggregate annual pensions
Average annual pension
Average age at retirement
Average length of service

Male

Female

81
18.5%
$800,019
$9,877

356
81.5%
$3,306,782
$9,288

63.3 yrs.
29.3 yrs.

63.3 yrs.

3.0%

2.4%

Male

Female

30.7 yrs.

4

7

$36,268
$9,067

$56,602
$8,086

54.5 yrs.

54.4 yrs

27.1 yrs.

28.0 yrs.

Male

Female

Service Retirement Pensions

Deferred to Age 55

Number
Proportion of total number
Aggregate prospective pensions
Average pension payment
Average age at August 31, 1974

Service Retirement
Pensions Deferred to
Age 65 and Age 62

11

23

32.3%
$42,019
$3,820

67.7%
$64,910
$2,822

51.5 yrs.

51.1 yrs.

To Age 65
Male

To Age 62
Male

To Age 65
Female

To Age 62
Female

1

4

19

17

$1,364
$1,364

$11,424
$2,856

$31,323
$1,649

$47,668
$2,804

60.0 yrs.

58.5%

62.3 yrs.

57.8 yrs.

Number
Aggregate prospective

pensions
Average pension payment
Average age at
August 31, 1974

Survivors

Survivors' Pensions in Force
Number
Aggregate annual pensions
Average annual pension per survivor
Aggregate contributions by teachers

and pensioners

Reversionary Annuities

Number
Aggregate annual annuities
Average annual annuity
Average age at August 31, 1974

24

of Male
Teachers

Survivors
of Male
Pensioners

283
$548,507
$1,938

260
$511,747
$1,968

$715,052

$354,493

Male

Female

5

15

$7,248
$1,449

$24,798
$1,653

81.4 yrs.

68.1 yrs.

To Age 55

survivors' Pensions Deferred

Female

to Age 55 and Age 50

To Age 50
Female

84

Number
Aggregate annual payments
Average annual payment

$19,372
$2,421

$14,640
$3,360

Average age at August 31, 1974

45.8 yrs.

41.3 yrs.
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SUMMARY OF PRINCIPAL BENEFIT AND CONTRIBUTION
PROVISIONS OF THE PENSION LAWl

VESTING OF PENSION CREDIT. The right to a retirement pension vests (1) after

'

20 years of validated service with the retirement pension payable at age 55 or
over; or (2) after 5 years of validated service with the pension payable at age 62
or over.

~
'

AMOUNT OF RETIREMENT PENSION.

The rate of retirement pension is 1.67%

of "final average salary" (as defined below), for each of the first 10 years of'
validated service, 1.90% for each of the next 10 years, 2.10% for each of the
third 10 years, and 2.30% for each year above 30 up to 45 years.

Maximum

pension is 75% of final average salary or $1,500 per month, whichever is greater.
REDUCTION IN PENSION FOR EARLY RETIREMENT.

Except as to retirement

after 35 years of service, the retirement pension upon retirement prior to age 60
is reduced 1/2 of 1% for each month that the age of the teacher is less than 60
years down to age 55.
FINAL

AVERAGE

SALARY

DEFINED.

"Final

average

salary"

for

pension

1

computation is the average for the highest rates of salary for any 4 consecutive
years of validated service within the last 10 years of service.
NON-DUTY

DISABILITY RETIREMENT.

A disability

retirement

pension

is

(1)

payable during total and permanent disability for teaching service after 10 years

~

of validated service irrespective of age. The rate of pension is 1 *5% of final
average salary for each year of validated service. Upon disability retirement after

20 years or more of contributing service, but under age 55, the service retirement
pension is payable but it is discounted 1/z of 1% for each month the disabled
teacher is under age 55, down to a minimum age of 50 years.
(2) If total service is 20 years or more and the teacher has attained age 55, the

rate of pension is that prescribed for service retirement without the actuarial
reduction.

After 25 years of service, regardless of age, the service retirement

pension is payable without reduction.
DUTY DISABILITY BENEFIT.

A duty-connected

disability

benefit

is provided

equal to 75% of final average salary upon total incapacity for teaching service
as a result of an injury sustained while in the performance of teaching service.
The benefit is reduced by "Workmen's Compensation" payments.

OPTIONAL REVERSIONARY ANNUITY,

A contributor has the option, to be exer-

cised at least 6 months prior to retirement, of accepting a reduced service retirement pension and providing, with the remainder of the retirement pension equity,
a pension to a designated beneficiary, computed on an actuarially equaled basis.
POST-RETIREMENT INCREMENT.

Systematic annual increases in pension are

equal to 2% of the base pension for each year on retirement for service or
disability. Increases accrue from the anniversary date of retirement or the 61st
birthday, whichever is later, They are paid beginning in the month of January

in each year.

PENSIONERS RE-ENTERING SERVICE. (1) A pensioner may be re-employed by
the Chicago Board of Education as a substitute teacher up to a maximum of 75

days in any school and continue to receive service retirement payments for such

period. If employment is for more than 75 days, the pension is cancelled. Repay-

ment must then be made of all moneys received during the period of last reemployment from the beginning of the 75-day period and the member is reinstated
as a contributor to the Fund.

In the latter case, upon subsequent retirement a

new pension is computed (a) according to the law in force at the time of previous
retirement if re-employed for less than 3 years, or (b) according to the law in
force at the time of final retirement if re-employed 3 years or more.

:Inclusive of amendments as of October 1, 1974,
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(2) A pensioner may be employed by the board of education of any other public
school system in the State of Illinois as a substitute teacher up to a maximum of

75 days in any school year without loss of pension payments.
Pensions are payable to survivors of teachers and

SURVIVORS' PENSIONS.

pensioners under the following conditions:
DEATH OR RETIREMENT AFTER OCTOBER

1,

1974.

Upon

death

of

a

teacher occurring on or after October 1, 1974, the maximum payments are
$260 per month to a spouse alone and $440 per month to a family.

In

addition, a refund of contributions for retirement pension is payable upon
death of a teacher occurring while in service on or after July 1, 1967.
Since June 25, 1971, the contributions towards the automatic annual in-

creases are also refundable.
Payment of a survivor's pension is conditioned upon marriage having been
in effect at least 11/2 years prior to death or retirement. On death after re-

tirement, the total survivor's pension may not exceed the retirement or disability pension paid to the deceased pensioner.
If the spouse is under age 50, and no unmarried minor children under age
18 survive, payment of the survivor's pension is deferred until age 50. Re-

marriage of a spouse results in a termination of pension regardless of
future changes in marital status.
REFUNDS OF EMPLOYEES' CONTRIBUTIONS. Upon separation from service, a
teacher may receive a refund of his total contributions, without interest. Applica-

tion for a refund may be filed upon expiration of 4 months from the date of
separation from service.

Upon re-entry into service for at least two years follow-

ing re-employment, a teacher may repay the refund, plus interest, and have his
previous pension credit restored to his account in the Fund.
DEATH BENEFITS.

(1) Upon death while in service, a refund equal to the total

contributions made by the teacher, without interest, is payable to a designated
beneficiary or estate of the teacher.

(2) Upon death after retirement. the death

benefit consists of the excess, if any, of (a) the contributions made by the teacher
over (b) the amounts paid by the Fund in pension payments to the member or his
beneficiary. The following additional benefits are payable:

1.

Death in Service. The amount of the benefit is equal to the last month's

salary for each year of validated service up to 6 months' salary but not
to exceed $7,500.

The benefit is payable beginning with the first year

as a contributor.
2.

Death on Pension.

If retirement occurred on or after July 22, 1971, the

death benefit is equal to 6 months' salary not to exceed $7,500, less 1 /5
of the death benefit for each year or part of a year that the member has
been on pension down to a minimum of $1,500.

If death occurs during

the first year on pension, the amount payable would be that provided
upon death prior to retirement.
FINANCING. All teachers contribute 61/2% of salary towards the retirement
pension. Effective as of October 1, 1974, all teachers contribute an additional 1%

toward survivors' pensions and 1/, of 1 % of salary toward the post-retirement
increment.
The remainder of the cost of the benefits is provided by (1) a separate tax levy
for the Fund in Chicago; (2) any excess of the allocations by the State of Illinois
from the State Distributive Fund to the Board of Education for certain emeritus
pensions over the amount of the actual payments made by the Board on account

,

of such pensions; and (3) grants by the federal government on account of
teachers being paid from special trust or federal funds.
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